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San  Francisco,  January  8,  1908. 

To  the  Stockholders  of  the 

Spring  Valley  Water  Company  : — 

The  date  of  the  Annual  Meeting  comes  too  soon  after  the 
close  of  the  calendar  year  to  permit  of  a  proper  preparation 
of  our  financial  reports,  and  it  is  proposed  to  change  this 
date  for  the  coming  year  to  some  time  in  March,  which  will 
enable  us  to  present  to  the  stockholders  more  complete  infor- 
mation, with  the  additional  advantage  that  we  shall  also  be 
informed  as  to  the  action  of  the  Supervisors  upon  the  rates 
for  the  coming  year. 

The  receipts  for  water  rates  during  the  year  1907  were : 


From  water  sales   $1,870,560.33 

From  other  sources   62,218.25 

Total   $1,932,778.58 

The  figure  of   $1,870,560.33 

Includes  for  delinquencies  from  1906   97,754.09 


Making  the  actual  receipts  from  sales  of  water 

in  1907  $1,772,806.24 

"We  are,  however,  carrying  forward  delinquen- 
cies from  1907  of'   72,247.71 

Of  which  probably  the  greater  portion  is  collect- 
ible, making  income  from  water  sales  of 
1907   $1,845,053.95 

Receipts  from  other  sources   62,218.25 

Total   $1,907,272.20 
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The  normal  operating  expenses  were  $  607,232.27 

And  abnormal  expenses,  due  to  replacement  and 
adjustment  of  the  works  to  meet  the 
changed  conditions  since  the  disaster  of 
April  18,  1906   335,342.92 


Total  ■  $  942,575.19 

To  which  should  be   added  taxes   paid  and 

accrued    314,933.07 

Coupon  interest    718,540.00 


Making  the  total  expenses  for  the  year  $1,976,048.26 

Deducting  the  revenues  of   1,907,272.20 


Leaves  a  deficit  for  the  year  of  $  68,776.06 


If  we  add  to  the  abnormal  operating  expenses,  as  above, 
amounts  expended  during  the  preceding  year  for  replace- 
ment and  reconstruction,  we  bring  the  total  of  expenditures 
under  this  head  since  April  18,  1906,  to  $571,751.13. 

This  abnormal  operating  expense  for  the  year  of  about 
$335,000.00  is  mainly  due  to  the  establishment  of  the  new 
pumping  station  at  Ocean  View  and  the  removal  of  the  Pilar- 
citos  Pipe  Line  to  its  new  location  and  service  as  an  addi- 
tion conduit  from  the  San  Andres  Reservoir. 

This  work,  while  permanent  in  character,  has  practically 
been  made  necessary  for  the  repair  of  the  damage  caused  by 
the  earthquake  and  the  re-adjustment  of  the  works  to  the  new 
conditions  which  arose  in  the  city  as  a  result  of  that  catas- 
trophe. They  cannot,  therefore,  be  considered  as  capital  im- 
provements, and  this  brings  us  to  the  necessity  which  has 
always  existed,  though  it  has  never  been  recognized  by  the 
Supervisors  for  a  depreciation  account.  A  proper  allowance 
for  depreciation  is  something  to  which  the  Company  is  justly 
entitled,  as  is  settled  by  the  uniform  rulings  of  the  courts  in 
cases  of  public  service  corporations  and  by  the  practice  of  the 
Interstate  Commerce  Commission  as  regards  railways.  An 
effort  will  be  made  to  present  this  matter  in  its  proper  light 
before  the  present  Board  of  Supervisors  and  to  secure  from 
it  a  proper  allowance  hereafter  for  this  purpose. 
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The  expenditures  for  the  year  for  new  construction,  mainly 
improvements  of  the  City  Distributing  System,  have  been, 
$168,080.68;  for  lands  and  rights-of-way,  $187,412.53. 

There  has  been  a  gratifying  increase  in  the  business  of  the 
Company.  On  December  31,  1905,  we  had  53,113  rate-payers. 
After  April  18,  1906,  this  number  was  reduced  to  29,931.  On 
December  31,  1906,  this  number  had  increased  to  37,538,  and 
on  December  31,  1907,  there  were  47,295,  or,  in  other  words, 
a  gain  for  the  year  of  9,757. 

It  is  true,  however,  that  the  increase  in  the  Company's 
income  has  not  been  at  all  commensurate  with  this  increase  in 
the  number  of  its  rate-payers,  as  it  has  been  largely  made  up 
by  small  consumers. 

An  illustration  of  this  fact : 

The  number  of  bills  of  $1.00  or  less  on 


Price,  Waterhouse  &  Company,  chartered  accountants,  were 
engaged  to  open  new  books  for  the  Company,  and  bring  its 
system  of  money  and  property  accounts  in  line  with  modern 
methods.  These  books,  with  a  balance  sheet  certified  to  by 
Messrs.  Price,  Waterhouse  &  Company,  are  now  in  use  and 
the  results  of  the  change  will  doubtless  be  found  of  benefit 
both  to  the  Company  and  the  city,  in  its  investigations  into 
the  Company's  affairs. 

In  June,  1907,  the  testimony  in  the  three  rate  cases  was 
closed.  This  testimony  amounts  to  some  7,000  typewritten 
pages.  Since  that  time  the  attorneys  for  the  Company  have 
been  busy  preparing  the  opening  brief  for  the  Court. 

In  May  the  Company  commenced  another  action  to  prevent 
enforcement  of  the  ordinance  establishing  rates  for  1907-8. 
In  June  a  preliminary  restraining  order  was  granted  by  the 
Court,  which  order  is  now  in  force.  The  defendant  has  not 
yet  answered  to  the  complaint,  and  the  order  to  show  cause 
why  an  injunction  pendente  lite  should  not  issue  has  been 
continued  from  time  to  time  and  is  now  set  for  February  3, 


December  30,  1905,  was.  . 
On  December  30,  1907,  it  was 


4,743 
8,367 


1908. 
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In  March,  1907,  the  Board  of  Supervisors  passed  an  ordi- 
nance by  which  they  attempted  to  forfeit  the  works  of  the 
Company.    In  August  this  ordinance  was  rescinded. 

The  completion  of  the  sale  of  the  Spring  Valley  Building 
has  been  delayed  by  a  suit  brought  by  the  former  tenants,  the 
City  of  Paris  Company,  to  enforce  its  contention  that  the  old 
lease  had  not  been  voided  by  the  earthquake  and  fire. 

This  litigation  resulted  in  a  sweeping  decision  in  favor  of 
the  Company  in  the  lower  court,  but  the  case  has  been  ap- 
pealed, and  pending  the  final  decision  we  cannot  claim  the 
payment  of  the  balance  of  the  purchase  price. 

Expenditures  for  new  construction  during  the  year  have 
been  mainly  confined  to  rights-of-way  and  land  purchases, 
but  we  have  felt  called  upon  to  make  certain  extensions  to 
the  city  pipe  system  at  the  request  of  the  Fire  Department. 

The  private  right-of-way  for  pipe  lines,  avoiding  the  marsh 
crossing  at  Baden  and  the  low-lying  county  road  to  the  north, 
which  we  had  for  many  years  been  attempting  to  secure,  but 
which  had  been  abandoned  temporarily  on  account  of  the 
exorbitant  demands  from  the  land  owners,  has  been  finally 
obtained.  The  earthquake  demonstrated  the  necessity  for  this, 
and  it  would  have  been  a  fatal  mistake  to  use  the  old  defective 
location  for  the  new  San  Andres  Conduit,  designed  to  replace 
the  Pilarcitos  Pipe  Line.  A  change  which  was  adopted  in 
this  right-of-way  without  impairing  its  security  has  facilitated 
matters  with  the  land  owners,  and,  though  expensive,  the 
purchases  have  been  completed  without  our  being  compelled 
to  yield  to  exorbitant  demands. 

This  completes  a  private  right-of-way,  with  a  minimum 
width  of  eighty  feet,  from  a  point  on  the  County  Road  south 
of  the  Baden  crossing  to  the  Lake  Merced  Ranch.  This  right- 
of-way  offers  the  best  and  safest  route  for  all  conduits  which 
may  hereafter  be  required  to  bring  water  into  San  Franciscc 
along  the  Peninsula  from  the  south. 

We  have  also  practically  completed  the  purchase  of  a  pri- 
vate right-of-way  from  Ravenswood,  where  our  pipe  lines 
cross  the  bay,  to  Belmont,  and  for  greater  security  have 
widened  by  purchase  of  additional  land,  existing  rights-of-way 
across  the  Baden  and  Dumbarton  Point  marshes. 
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As  previously  reported  the  replacement  of  the  Pilarcitos 
Pipe  Line  being  impracticable,  it  has  become  necessary  to 
drop  the  water  of  Pilarcitos  into  San  Andres,  and  for  the 
utilization  of  this  additional  supply  from  San  Andres,  it 
was  also  necessary  to  enlarge  the  conduit  from  that  reservoir 
by  an  additional  pipe  line.  This  new  pipe  line  has  been 
mainly  built  by  moving  old  Pilarcitos  Pipe  to  the  new  loca- 
tion, as  it  was  found  that  most  of  this  material,  though  it 
had  been  forty  years  underground,  was  still  in  excellent  con- 
dition and  adequate  for  many  additional  years  of  service. 

"Work  on  this  new  pipe  line  was  materially  delayed  by 
negotiations  for  the  new  right-of-way  above  described,  and 
was  suspended  during  August,  under  circumstances  which  will 
be  explained  later,  but  resumed  at  the  request  of  the  city 
authorities,  and  the  water  finally  turned  on  September  29th, 
bringing  our  total  conduit  capacity  as  far  as  the  city  pumps 
to  something  over  40,000,000  gallons  daily. 

In  the  last  annual  report  mention  was  made  of  our  having 
transferred  the  old  San  Andres  pumps  to  Seventeenth  and 
Harrison  Streets,  as  an  emergency  measure  to  enable  us  to 
transfer  water  within  the  city  limits  from  the  San  Andres 
to  the  Pilarcitos  levels,  and  so  make  up  in  part  the  loss  of 
the  Pilarcitos  Pipe  Line. 

It  was  understood  that  we  could  not  permanently  occupy 
this  location,  and  a  lot  in  the  neighborhood  was  purchased  as 
a  site  for  a  modern  pumping  plant,  which  will  always  be 
needed  in  this  location.  This  measure  was  undertaken  within 
the  first  few  days  after  the  earthquake,  and  it  was  impossible 
then  to  foresee  the  conditions  which  have  since  arisen,  under 
which  the  consumption  of  the  higher  levels  has  increased  so 
rapidly  that  it  became  necessary  almost  immediately  to  sup- 
plement these  old  San  Andres  pumps  by  an  additional  pump 
hastily  ordered  in  San  Francisco,  bringing  the  total  capacity 
of  this  plant  to  6,000,000  gallons  daily. 

There  has  been  considerable  complaint,  which  is  natural, 
at  our  occupation  of  a  portion  of  this  public  square  by  these 
pumps.  Unfortunately,  the  demands  of  the  city  absolutely 
prohibit  the  discontinuance  of  this  service  until  new  pumps 
have  been  established  to  serve  the  same  purpose,  and  it  would 
be  impossible  to  effect  the  removal  piecemeal,  as  the  existing 


6 


plant  is  continuously  taxed  to  its  utmost  capacity.  A  new  plant 
would  cost  in  the  neighborhood  of  $150,000.  The  Company  is 
not  able  now  to  undertake  such  an  expenditure,  and  it  would 
certainly  be  poor  policy,  both  from  the  point  of  view  of  the 
city  and  the  Company,  to  devote  money  to  such  a  purpose 
in  the  face  of  other  more  urgent  demands.  We  were  notified 
early  in  the  spring  to  remove  this  pumping  plant  by  the  Park 
Commissioners,  but  upon  full  representation  of  the  above 
facts  to  these  gentlemen,  they  decided  to  take  no  further 
steps  for  the  present. 

Early  in  the  spring,  it  became  evident  that  these  pumps 
would  not  meet  the  rapid  increase  in  the  high  level  con- 
sumption during  the  period  in  August  and  September  when 
it  reaches  its  maximum.  It  was,  therefore,  decided  to  move 
two  of  the  four  Crystal  Springs  pumps,  which  have  been  used 
at  the  Crystal  Springs  dam  for  pumping  from  that  point  to 
the  San  Andres  level,  to  a  site  upon  the  Lake  Mer3ed  Ranch. 
This  work  after  being  undertaken,  was  pushed  as  rapidly  as 
possible,  the  new  pumps  with  their  boilers  being  installed 
in  the  old  Ocean  View  pumping  house,  which  was  moved 
from  its  former  location  to  another  point  on  the  Lake  Merced 
property,  selected  at  a  level  which  could  be  reached  by  gravity 
from  Crystal  Springs.  These  pumps  were  arranged  to  re- 
ceive the  supply  from  the  new  San  Andres  conduit,  and  it 
was  also  necessary  in  this  connection  to  install  a  new  force 
pipe  to  the  top  of  Daly's  Hill  and  conduit  from  that  point 
across  the  Southern  Pacific  and  Ocean  Shore  tracks  to  a 
junction  with  the  Lake  Honda  system.  As  the  result  showed, 
this  work  was  undertaken  none  too  soon. 

On  June  14th,  the  Lake  Honda  reservoir  began  to  fall  below 
its  normal  storage  of  about  33,000.000  gallons, — that  is  to 
say  one  day's  supply  for  the  city.  Storage  in  Lake  Honda 
is  absolutely  essential  to  the  fire  protection,  which  is  en- 
dangered as  soon  as  the  daily  use  from  this  reservoir  exceeds 
its  supply.  In  spite  of  all  our  efforts,  the  storage  had  fallen 
to  15.000.000  gallons  on  August  1st,  when  notice  was  served 
on  the  Fire  Department  and  the  public  of  this  serious  con- 
dition of  affairs.  On  August  4th,  it  was  found  necessary 
to  shut  down  the  pressures  as  far  as  possible  in  the  high 
level  districts,  and  watchmen  were  placed  by  the  Fire  De- 
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partment  with  instructions  to  restore  these  pressures  by  open- 
ing the  gates  in  case  of  an  alarm  of  fire.  In  spite  of  this 
and  drastic  measures  which  were  heartily  co-operated  in  by 
the  city  authorities  for  diminishing  waste,  the  storage  had 
dropped  to  7*4  millions  of  gallons  on  August  15th.  Mean- 
while, work  was  being  pressed  with  all  possible  energy  upon 
the  Ocean  View  pumps,  and  they  were  finally  started  August 
17th,  which  relieved  the  city  from  the  imminent  danger  to 
which  it  had  been  exposed.  On  September  5th  the  storage 
in  Lake  Honda,  through  the  operation  of  these  pumps,  was 
restored  to  the  normal. 

In  this  connection,  it  is  a  fact  which  we  think  is  little 
understood  and  appreciated  by  the  public,  that  no  city  in 
the  world  is  supplied  with  water  under  such  high  pressure 
and  at  such  high  levels  as  San  Francisco.  The  case  is  fur- 
ther complicated  by  the  fact  that  the  high  level  districts  are 
not  together,  but  in  detached  positions  within  the  city  limits, 
necessitating  the  conveyance  of  high  level  water  through 
low  level  districts  and  other  complications.  These  conditions 
have  been  considerably  accentuated  by  the  results  of  the  earth- 
quake, and  the  movement  of  the  population  to  cheap  locations 
upon  the  hills  previously  unoccupied.  The  actual  proportion 
of  water  pumped  varies  somewhat,  as  we  bring  more  or  less 
from  the  Crystal  Springs  reservoir,  but  it  has  been  thought 
good  policy  to  save  this  storage  as  much  as  possible  by  using 
Alameda  Creek  supply  to  its  full  capacity,  which  otherwise 
would  run  to  waste.  The  result  is  that  we  are  now  pumping 
over  90  per  cent  of  the  water  used  in  San  Francisco,  against 
pressures  varying  from  300  to  500  feet  and  to  elevations  up 
to  600  feet  above  tide.  Owing  to  the  necessity  for  pumping 
some  of  the  water  twice,  it  has  lately  been  the  case  that  the 
actual  amount  pumped  in  gallons  exceeds  daily  the  total  con- 
sumption of  the  city. 

While  the  rates  were  under  consideration  in  February  last, 
a  letter  was  written  in  behalf  of  the  Company  to  the  Finance 
Committee  of  the  Supervisors,  asking  for  a  return  to  the  old 
hydrant  rate  of  $5.00  per  month  for  those  in  use.  In  this 
letter  it  was  stated  that  the  Company  by  continuing  work  on 
the  new  San  Andres  Pipe  Line  and  the  Ocean  View  pumps, 
was  facing  a  considerable  deficit,  which  it  would  be  necessary 
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to  meet  by  borrowing  money,  unless  some  additional  income 
could  be  obtained  from  the  city;  and  further,  that  unless 
additional  revenue  could  be  obtained,  it  was  the  intention  of 
the  Company  to  abandon  this  work,  the  reason  given  being 
that  the  stockholders  could  not  be  expected  to  invest  addi- 
tional money  in  the  plant  until  there  was  some  prospect  of 
return  upon  the  investment  which  they  had  already  made. 
This  additional  appropriation  for  hydrants  was  not  asked 
for  the  purpose  of  securing  any  return  to  the  stockholders 
during  the  coming  year;  but  simply  to  enable  them  to  meet, 
without  borrowing,  the  extraordinary  and  abnormal  operating 
expenses  rendered  necesssary  by  these  emergency  measures  for 
the  supply  of  the  city.  This  application  was  based  upon  the 
following  facts,  not  generally  understood  in  the  community, 
but  which  have  been  fully  set  forth  in  the  testimony  of  the 
officers  of  the  Company  during  previous  rate  investigations : — 

In  1883,  we  were  asked  to  make  large  expenditures  for  fire 
protection,  from  which  no  additional  revenue  could  be  ex- 
pected, and  as  an  inducement  to  that  end,  the  hydrant  rate 
was  then  fixed  at  $2.50  per  month.  It  remained  at  this  figure 
until  1895,  and  during  these  twelve  years,  the  Company  spent 
$925,000.00  at  the  request  of  the  fire  department,  and  exclu- 
sively for  its  use,  without  anything  to  be  expected  from  this 
expenditure  for  the  stockholders,  except  the  hydrant  rate 
above  mentioned. 

In  1895,  the  city  still  desiring  further  expenditures,  in- 
creased the  hydrant  rate  to  $5.00  per  hydrant.  The  matter 
was  fully  discussed  at  the  time,  and  it  was  explicitly  under- 
stood that  this  hydrant  rate  should  be  continued  as  a  return 
to  the  Company  for  the  additional  investments  which  were 
demanded  by  the  city  exclusively  for  fire  protection.  This 
hydrant  rate  was  maintained  to  1901,  and  during  this  period 
the  Company  spent,  at  the  request  of  the  fire  department, 
$1,030,000.00. 

Since  1901,  the  destruction  of  our  records  makes  an  exact 
statement  of  expenditures  for  the  same  purpose  since  that 
date  impossible,  but  it  is  doubtless  a  conservative  statement 
of  the  case,  that  the  Company's  total  investment  for  the  sole 
purpose  of  fire  protection  is  today  fully  $2,100,000.00. 
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In  1901,  under  this  $5.00  rate  which  had  been  promised, 
we  should  have  received  $226,000.00,  but  this  appropriation 
was  then  reduced  to  a  lump  sum  of  $80,000.00.  Since  that 
time  the  appropriations  have  usually  been  made  in  lump  sums 
and  further  reduced;  until  1906,  when  the  appropriation 
had  become  $36,000.00,  all  of  which  we  did  not  get  as  a  re- 
sult of  the  disaster  of  April  18,  1906.  The  obvious  reason  for 
these  reductions  has  been  the  desire  to  reduce  the  apparent 
cost  of  the  city  government,  but  the  practical  effect  has  been 
to  transfer  an  undue  proportion  of  the  burden  of  fire  protec- 
tion from  the  large  property  owner  to  the  small  rate  payer. 

Under  these  circumstances,  there  seemed  good  grounds  for 
our  appeal  for  a  return  to  the  hydrant  rate  of  1901,  which 
would  have  enabled  us  to  meet  our  anticipated  deficit.  The 
reply  to  this  appeal,  however,  was  an  appropriation  for  the 
coming  year  of  $40,000.00.  As  there  are  now  more  than 
3,500  hydrants  in  use,  this  $40,000.00  appropriates  less  than 
is  provided  in  the  Dunne  Ordinance,  which  the  city  is  now 
attempting  to  enforce,  and  which  the  Company  is  resisting 
in  the  courts  as  insufficient. 

In  response  to  a  request  for  better  fire  protection  in  the 
Potrero  after  this  appropriation  had  been  made  by  the  Super- 
visors, a  letter  was  written  to  the  Potrero  Commercial  and 
Manufacturers'  Association,  setting  forth  the  financial  posi- 
tion of  the  Company,  the  fact  that  we  had  vainly  appealed 
to  the  Supervisors  for  a  proper  appropriation  for  hydrants, 
and  that  as  the  stockholders  could  not  be  expected  to  increase 
their  investment  by  further  borrowing  in  face  of  the  deficit 
which  would  result  from  a  continuance  of  the  work  on  the 
new  pumps  at  Ocean  View  and  the  San  Andres  Pine  Line, 
it  was  the  purpose  of  the  Company  to  discontinue  this  work, 
unless  some  arrangements  for  an  increased  revenue  could  be 
made. 

This  letter  resulted  in  the  formation  of  what  was  called 
the  Federated  Committee,  composed  of  representatives  from 
the  various  commercial  organizations,  which,  on  a  full  ex- 
planation of  the  facts,  recommended  an  additional  appro- 
priation for  hydrants  of  $180,000.00. 

In  the  hope  that  this  recommendation  would  produce  the 
desired  results,  work  on  the  pipe  line  and  pump  was  con- 
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tinued  and  we  were  later  on  explicitly  promised  this  appro- 
priation by  the  then  chairman  of  the  Finance  Committee  of 
the  Supervisors,  to  be  made  on  July  1st. 

The  appropriation  was  not  made,  but  the  delay  was  ex- 
plained on  various  grounds,  and  the  promises  were  repeated 
until  finally  a  measure  covering  this  additional  appropriation 
was  introduced  in  the  Board  of  Supervisors.  It  was  met  by 
a  very  strenuous  criticism  from  the  press,  and  partly,  doubt- 
less, as  a  result  of  this,  failed  to  pass,  upon  which  work  on 
the  pipe  line  was  discontinued,  but  a  short  time  afterwards 
resumed  at  the  request  of  the  city  authorities  and  pushed  to 
completion  as  before  stated.  This  action  of  the  Company 
was  severely  criticised  on  the  ground  that  it  was  wantonly 
imperiling  the  city's  safety  in  order  to  save  the  expenditure 
of  some  $40,000.00  It  is  to  be  noted  in  this  connection  that 
we  had  continued  work  on  the  pipe  line  for  two  months  on 
the  faith  of  promises  which  were  not  fulfilled;  and  it  is  fur- 
ther to  be  said  that  the  pipe  line  was  not  finished  and  could 
not  be  finished  in  time  to  meet  the  danger  period  of  August 
and  September.  The  new  pumps  at  Ocean  View  were  essen- 
tial for  the  safety  of  the  city  and  Work  on  these  was  continued 
without  intermission  until  they  were  finally  placed  in  service 
and  saved  the  situation. 

The  Federated  Committee,  in  addition  to  making  this  recom- 
mendation, took  under  consideration  the  whole  subject  of 
the  relation  between  the  city  and  the  Water  Company,  and 
as  a  part  of  this  investigation,  asked  for  a  price  at  which  the 
Company's  properties  would  be  sold  to  the  city. 

The  Directors  authorized,  subject  to  the  subsequent  approval 
of  the  stockholders,  a  statement  to  the  Federated  Committee 
that  the  Company's  properties  would  be  sold  at  the  face  value 
of  its  securities,  deducting  therefrom  $4,000,000.00,  and  retain- 
ing for  the  stockholders  the  Lake  Merced  properties.  As  these 
properties  are  essential  for  the  present  supply  of  the  city, 
the  Company  offered  to  allow  the  city  to  continue  to  use 
them  for  such  time  as  it  desired,  not  to  exceed  ten  years, 
paying  in  return  interest  on  this  $4,000,000.00.  It  was  felt 
that  this  was  fair  both  to  the  city  and  the  Company.  The  city 
does  not  permanently  want  Lake  Merced  as  a  source  of  water 
supply,   and  could  not  well  use  it  for  anything  except 
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a  public  park.  The  land  has  a  speculative  value,  which 
would  be  an  inducement  to  the  stockholders  to  retain  it,  and 
thus  in  a  measure  compensate  themselves  for  what  they  might 
feel  was  a  price  less  than  they  had  been  led  to  believe  their 
properties  should  command. 

We  further  offered  to  deduct  from  the  purchase  price  to 
the  city,  the- value  of  such  lands  as  the  city  might  decide  it 
did  not  want  for  purposes  of  water  supply,  at  their  cost  to 
the  Company. 

The  Company  was  asked  by  the  committee  to  name  a  price 
at  which  it  would  sell  the  Peninsula  reservoirs  and  the  city 
distributing  system  alone,  but  we  declined  to  make  an  offer 
of  sale  on  these  terms. 

At  present,  over  half  the  supply  of  the  city  is  drawn  from 
our  Alameda  Creek  system,  and  the  city  cannot  be  kept  sup- 
plied during  the  coming  ten  years  without  a  further  develop- 
ment of  these  properties.  There  is  furthermore  an  urgent 
demand  now  for  this  water  from  outside  the  city,  along  the 
entire  line  of  our  conduits,  conveying  it  from  Niles  to  Dum- 
barton Point  and  from  Eavenswood  to  the  San  Francisco 
County  line. 

Under  these  circumstances,  there  would  be  a  manifest  in- 
justice to  the  owners  in  asking  them  to  continue  to  devote 
these  Alameda  Creek  properties  exclusively  to  the  use  of  the 
city  for  a  short  period,  expend  large  sums  of  money  in  their 
development,  and  then  have  them  thrown  back  on  their  hands 
when  the  city  had  completed  its  own  arrangements  for  an 
independent  supply. 

Col.  ITeuer,  the  chairman  of  the  Federated  Committee,  who 
undertook  the  details  of  this  investigation,  submitted  finally 
a  report,  in  which,  after  a  careful  study  of  the  subject  and 
analysis  of  the  numerous  estimates  which  had  been  made  of 
the  value  of  the  Company's  properties,  he  reached  the  follow- 
ing conclusions : — 

First.  Probable  value  of  the  plant  after  April  18,  1906, 
was  between  thirty  and  thirty-one  millions. 

Second.  That  practically  all  the  Company's  properties 
were  necessary  for  the  city's  supply  during  the  next  ten  years. 
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Third.  That  extensive  enlargements  of  the  plant  were 
necessary  and  should  be  undertaken  immediately  for  the 
proper  security  of  this  supply. 

Fourth.  That  lands  to  the  value  of  $600,000.00  could  be 
deducted  from  the  purchase  price,  as  covering  properties 
which  would  not  actually  be  needed  for  these  purposes. 

Fifth.  The  purchase  of  the  plant  and  further  develop- 
ment as  necessary  of  the  Alameda  Creek  properties  was  re- 
commended to  the  city  as  an  adjunct  to  its  future  Sierra 
supply. 

This  report  having  been  sent  to  the  Supervisors  and  referred 
to  the  Committee  on  Public  Utilities,  was  returned  by  that 
committee  with  a  recommendation  against  the  acquisition  of 
the  Spring  Valley  properties,  mainly  on  the  ground  that  under 
charter  limits  of  bonded  indebtedness,  this  purchase  would 
preclude  the  acquisition  of  a  Sierra  supply,  since  which  there 
has  been  no  further  action  on  this  subject  by  the 
city  authorities. 

A  critical  and  important  stage  has  now  been  reached  in 
the  relations  between  the  city  and  the  Company. 

The  present  average  daily  consumption  of  water  is  between 
31,000,000  and  32,000,000  gallons,  with  a  maximum  reaching 
36,000,000 — before  the  earthquake  the  average  was  35,000,000. 
Our  present  conduit  capacity  from  the  source  of  supply  to 
the  city  pumps  is  something  over  40,000,000  daily,  but  we 
are  unable  to  deliver  and  distribute  from  these  pumps  more 
than  from  35,000,000  to  36,000,000.  There  is  now  a  large 
accumulation  of  water  in  Peninsula  reservoirs  as  the  result 
of  favorable  seasons  of  rainfall,  and  with  a  continuance  of 
these  conditions  there  might  be  no  actual  scarcity  of  water 
so  far  as  the  storage  in  the  reservoirs  is  concerned  for  several 
years  to  come. 

The  full  development  of  the  properties  now  owned  by  the 
Company  would  bring  this  capacity  to  more  than  a  hundred 
millions  daily,  which  would  fully  supply  the  city  for  the 
next  thirty  years  at  least,  and  at  far  less  expense  than  would 
be  involved  in  any  other  plan  for  securing  this  additional 
quantity  of  water. 

The  maximum  safe  capacity  of  the  works  as  they  now 
exist,  however,  has  been  estimated  at  35,000,000  gallons  daily, 
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and  even  this  includes  the  three  millions  now  drawn  from 
Lake  Merced,  which  cannot  safely  be  relied  upon  as  a  part 
of  the  city's  permanent  supply.  If  they  are  called  upon  to 
supply  more  than  this  quantity,  it  simply  means  that  we 
are  drawing  on  our  reserves  and  trusting  to  good  fortune  in 
the  way  of  future  rainfall. 

It  was  the  conviction  that  we  had  reached  the  safe  limit 
of  our  resources,  as  then  developed,  that  decided  the  manage- 
ment of  the  Company  before  the  earthquake  to  further  utilize 
the  property  by  building  the  Calaveras  Dam,  which,  with  the 
additional  conduits  necessary,  would  have  added  fully  30,- 
000,000  daily  to  our  capacity,  or  practically  doubled  it,  at 
an  estimated  cost  of  from  ten  to  eleven  millions  of  dollars. 
These  plans  were  necessarily  abandoned  after  the  disaster, 
but  we  are  now  closely  approaching  the  conditions  that  ex- 
isted then. 

"With  everything  in  our  favor  we  could  not  build  the  Cala- 
veras Dam  and  conduit  and  accumulate  water  within  the  new 
reservoir  so  formed  within  less  than  three  years  from  the 
actual  commencement  of  the  work,  but  it  would  be  possible 
to  develop  smaller  additional  supplies  of  water  in  less  time 
and  at  less  cost,  and  these  alternatives  will  have  to  receive 
further  consideration.  As  the  city  fixes  our  income,  it  should 
have  a  voice  in  this  decision  and  share  in  the  responsibility 
for  such  new  work  as  may  be  undertaken. 

It  is  clearly  evident  from  the  facts  above  given,  that  if  we 
are  to  exercise  prudent  foresight,  something  must  be  done  and 
done  quickly  to  completely  secure  the  city  against  a  scarcity 
of  water  within  the  next  five  years.  This  conclusion  is  con- 
firmed by  Col.  Heuer,  as  a  result  of  his  investigations  of  the 
facts  in  the  report  to  the  Federated  Committee,  which  has 
been  previously  quoted. 

A  good  deal  has  to  be  done  at  once  in  the  city,  furthermore, 
for  the  improvement  of  its  fire  protection,  and  to  meet  the 
changed  conditions  resulting  from  the  disaster.  There  are 
now  districts  in  the  higher  levels  which  are  insufficiently  sup- 
plied or  not  supplied  at  all,  which  demand  the  installation  of 
auxiliary  small  reservoirs  and  pumping  plants. 

These  clearly  established  necessities  bring  us  to  the  vital 
question  as  to  how  the  money  for  all  these  things  is  to  be 
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obtained, — a  question,  the  seriousness  of  which  is  not  yet 
appreciated  by  the  community  at  large,  and  which  as  a  matter 
of  fact,  is  of  vastly  more  importance  to  that  community  than 
to  the  Water  Company  itself. 

We  have  now  been  collecting  rates  since  1903  under  in- 
junctions granted  by  the  courts,  and  in  obtaining  these  have 
been  obliged  to  give  bonds  in  large  amounts,  which  will  be 
forfeited  should  pending  litigation  be  decided  against  the 
Company,  while  this  litigation  for  the  enforcement  of  lower 
rates  in  the  past  and  for  the  coming  year  is  still  being  pressed 
by  the  city.  Furthermore,  the  rates  which  we  have  been  and 
are  thus  collecting  under  the  protection  of  the  courts,  are  not 
now  yielding  dividends  to  our  stockholders. 

The  present  city  government  is  also  considering  plans  for 
an  independent  water  supply  from  the  Sierras,  and  in  so  far 
as  it  has  acted  at  all,  has  acted  unfavorably  upon  the  sug- 
gestion made  from  the  Federated  Committee,  that  the  Spring 
Valley  property  be  acquired  as  part  of  the  plan  for  a  munici- 
pal supply.  The  city  during  the  ten  years  or  so  which  must 
pass  before  a  Sierra  supply  can  be  had,  cannot  get  water 
except  through  the  Spring  Valley  Company.  The  Company 
cannot  keep  the  city  supplied  during  this  time  without  mak- 
ing large  investments,  and  the  money  for  these  investments 
cannot  be  had  from  private  sources  without  such  a  radical 
change  in  the  relations  between  the  city  and  the  Company 
as  will  offer  reasonable  security  for  a  continued  and  fair 
return  on  the  present  value  of  the  property  and  improvements 
which  must  be  made  upon  it,  as  also  some  assurance  that  an 
arrangement  will  be  made  under  which  it  will  not  as  a  whole 
or  in  part  be  thrown  back  on  the  owners'  hands  when  the  city 
brings  in  its  own  supply. 

Existing  laws  make  it  difficult  and  perhaps  impossible  for 
one  city  government  to  bind  its  successors,  and  any  arrange- 
ment to  the  above  ends  would  probably  have  to  rest  largely 
upon  moral  effect  and  the  status  in  the  courts  which  a  formal 
agreement  made  now  between  the  city  and  the  Company 
would  have  in  subsequent  litigation,  should  it  be  found  neces- 
sary to  resort  to  it.  Whether  or  not  this  would  be  a  sufficient 
guarantee  to  attract  capital  to  further  investment  in  the  water 
supply  of  San  Francisco,  with  the  past  history  of  such  invest- 
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merit  here  as  an  object  lesson,  can  only  be  ascertained  by  actual 
trial. 

The  simplest  and  most  certain  solution  of  this  difficult  prob- 
lem would  be  the  acquisition  of  the  works  by  the  city  at  an 
agreed  or  arbitrated  value  and  their  development  under 
municipal  ownership  as  the  nucleus  of  a  future  Sierra  supply. 

If  this  plan  is  rejected,  however,  and  the  city  continues 
to  rely,  as  it  then  must  rely  for  the  next  ten  years  or  more, 
solely  on  the  Spring  Valley  Company  in  private  ownership, 
some  way  must  be  devised  for  its  relief  from  its  present 
condition  of  financial  paralysis,  so  as  to  enable  it  to  attract 
the  new  and  additional  investment  in  its  securities  which 
must  be  made  in  the  work  which  is  immediately  and  absolutely 
necessary  for  the  safety  and  sufficiency  of  the  water  supply. 

If  this  can  be  accomplished  at  all,  the  following  conditions 
at  least  seem  essential  preliminaries: — 

1.  Settlement  of  pending  litigation. 

2.  An  agreement  on  the  value  of  the  plant  for  rate  fixing 
purposes. 

3.  Rates  which  will  yield  a  fair  return  to  the  stockholders 
upon  its  valuation,  with  a  proper  allowance  for  depreciation. 

4.  Complete  publicity  in  the  Company's  affairs.  Agree- 
ment betwen  the  city  and  Company  as  to  future  work  and 
possible  representation  of  the  city  in  the  Company's  Board 
of  Directors. 

5.  Agreement  as  to  the  ultimate  disposition  of  the  property, 
in  connection  with  the  city's  plans  for  an  independent  supply. 

The  law  and  physical  conditions  have  forced  the  city  and 
the  Water  Company  into  a  partnership,  whose  duty  is  the 
safety  and  sufficiency  of  our  water  supply,  and  this  partner- 
ship will  fail  in  this  duty  unless  it  can  be  placed  upon  the 
basis  of  an  equitable  agreement  between  its  members. 

Fortunately  in  the  present  city  government  we  have  a  body 
of  men  who  will  consider  these  difficult  questions  with  intel- 
ligence and  fairness,  and  they  may  be  assured  they  will  be  met 
on  the  part  of  the  Company's  officers  with  entire  frankness 
and  a  sincere  desire  to  reach  a  settlement  which  will  do  justice 
to  all  concerned.  a  H.  Payson 

President. 
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FINANCIAL    STATEMENT    OF    SPRING  VALLEY 
WATER  COMPANY,  1907. 


Cash  on  hand  January  1,  1907  $  438,081.62 

RECEIPTS. 

Water  sales,  etc  $1,870,560.33 

Other  sources — 

Rents    24,444.29 

Interest    3,102.60 

Suburban  Co   24,304.24 

Sundry  receipts    10,367.12  $1,932,778.58 

$2,370,860.20 

DISBURSEMENTS. 

Operating  expenses. $607, 232. 27 
Permanent  improve- 
ments   355,493.21 

Replacement  account.  335,342.92  $1,298,068.40 

Taxes   $  36,495.58 

Dividends    1,181.88 

Interest  and  coupons.  718,540 . 00 
Material    for  ware- 
houses   103,223.87      859,441.33  2,157,509.73 

Balance  cash  on  hand  December  31,  1907  $  213,350.47 

Cash   $  8,645.44 

Cash  in  banks   193,855.54 

Cash  in  Trust  Company,  subject  to 

bondholders    10,849.49  $213,350.47 


J.  M.  DUKE, 

Secretary. 


